By EDWARD I. STEINBERG .

Consumer Credit, 1960-80 :

C(}NST}MER credit  outstanding
stood at almost $400 billion in 1980, an ek e e S R SRR NN W b s ~tr w0 T
amount equal to about one-fifth of dis- Household Credit Outstanding
posable personal income, and almost 30
percent of total household credit out- Bilon$
standing. This article reviews the ma- e
jor statistical series on consumer eredit.
It focuses on trends since 1960 and on 4200
cyclical patterns during the period, with
emphasis on developments in 1980,
Consumer credit consists of credit 4100
that 1z extended to individuals throngh
regular business channels—preponder-
antly commercial banks, finance com- 1p00
panies, credit unions, and retailers—to
finance the purchase of consumer goods
and services, or to refinance dabts in-
curred for such purposes. Consumer
credit excludes loans to individuals for
business purposes, poliey loans of life
insurance companies, loans made by one
individual to another, and loans made
by emplovers to their employvees,
About four-fifths of consumer credit
outstanding consists of installment
eredit, which is defined as eonsumer
eredit that is schednled to be repaid (or
that provides the option of repayment)
in two or more payments. Published
data distinguish four components of
consumer installment eredit: automo-
bile, revolving (mainly credit eard),
maobile home, and “other.”* Noninstall-
ment eredit eonsists of eonsumer credit
that iz scheduled to he repaid in a lump
sum;j its main components are single-

1. As the Ineluslon of moblle home credit {(and
also  home Improvement Toans) suggests, the
coverage of consomer credlt difers from that of
personnl eonsumption expenditures In the natlonal

Income and prduct accounts, Corsumer Noninsiadment

Credli on gasollne credit onrds ueed by indi- 'lf — |
viduals has been deflned as installment credit sines
the begloning of 1871 ; previeasly, It was defined
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payment loans, charge accounts, and
credit extended by providers of services,
such as doctors and hospitale.

Trends since 1960

Consumer credit ountstanding in-
ereased 541 percent, from $60.0 to $334.4
billion, from the first quarter of 1960 to
the first quarter of 1980 (chart 1). By
comparison, mortgage credit outstand-
ing, the other component of total house-

" hold eredit, increased 580 percent, from
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$128.9 to $376.5 billion, during the same
period. Consumer eredit thus accounted
for about 30 percent of total household
eredit. outstanding during the period.
Consumer credit increased more rapidly
than did mortgage credit during the
1960%, but the reverse was true during
the 1870%, when house prices rose very
rapidly.

A perspective on the extent of the
eredit burden is obtained by relating
the amount of credit outstanding to the
level of consumers’ incomes. Consumer
credit outstanding increased from 174
percent of disposable personal income in
the first quarter of 1960 to a high of
22.2 percent in the second quarter of
1979, before dropping to 19.8 percent in
the fourth quarter of 1980 (zee the dis-
eussion of “Recent developments” later
in this article) ; much of the increase
occurred in the late 19708 (chart 2,
panel 1), The rapid inflation of the late
1970% made credit more attractive, be-
cause consumers expected the fixed re-
payment amounts to constitute a de-
clining percentage of their inflation-
bolstered incomes. Also, there was a
decline in the “real” interest rate on
consumer credit; for example, from
1976 to 1979 the interest rate on personal
loans at major finance companies
hovered around 20-21 percent, while the
rate of increase in prices of personal
consumption expenditures accelerated
from about 5 percent in 1978 to about
9 percent in 1979. Given the increased
attractiveness of credit, consumer credit
might have increased more rapidly in
the late 1970%s, except that mortgage
eredit was used by some consumers as a
enbstitute for consumer eredit, because
they found mortgage credit cheaper, or
more accessible, or both. The contract
Interest rate on a 25-year mortgage with
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Selected Household Credit Measures as a
Percentage of Disposable Personal Income
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Table 1.—Distribution of Consumer lnntal]r:dlet Credit Outstanding by Type of Extender, S R L
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Extensions in Business Cycles
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a loan-to-price ratio of 75 percent was owners took out second mortgages in i
under 9 percent in 1976, compared to 8 order to convert the capital gains on Lo /
rate of about 21 percent on personal their homes into spending power.
loans at finance companies. For the purpose of analyzing con- [ =
Another factor underlying the in- sumers’ ability to make purchases, the
crease in the late 1970°% in the ratio of ratio of credit repayments to disposable 120~ =
consumer credit outstanding to dispos- personal iﬂfﬂrItE iEI 4 more 'I.l_EEfll] meas-
able personal income was the increased e thnn. is the ratio of m!ilt outstand- 1 e
tendency for consumers to use credit ing to disposable personal income.” The
instead of cash, paying their outstand- QB‘d:fm:agi;:f the fﬂf.tn:'“ raftm is that lt', w00 B ]
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Aviest, ALcOTHIng 1o A SUrvey ton- 5o nercent in the late 1970 (chart 2,
ducted for the Federal Reserve Board .
: i panel 2). Repayments for consumer in- 45| L
in 1977, over B8 percent of families e
e ]-.| e 3 stallment eredit increased from about
::g i:st:ie]?m::tg: debt mm’:mr?:lm::nﬂﬁ- 13 percent of disposable personal income | %
' : in 1060 to 17 percent in 1971, dropped
percent of the families with a head :
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1EA0 e — and smaller . H rtérs from Reference Troughs
’ 17.7 percent, before falling in late 1979 s s pisvlmagebios i

proportions of older families. The pro-
portion of families with outstanding
installment debt in excess of $3,000 was
also highest for those with a head aged
25-44.2

Mortgage credit outstanding in-
ereased from 37.3 percent of disposable
personal income in the first quarter of
1960 to its current level of just under 50
percent; this increase, too, was concen-
trated in the late 1870%, when factors
similar to those that led to the expan-
sion of consumer credit led to the ex-
pansion of mortgage credit as well. An
additional factor in the expansion of
mortgage credit was that some home-

2. Doard of Governors of the Federal Reserve
Bystem, 1977 Consumer Credit Burvey, Decomber
1978, pages B5-04

and 1980 to 16.3 percent in the fourth
quarter of 1980, Given the increasing
ratio of consumer credit outstanding to
disposable personal income and the high
consumer interest rates prevailing in the
late 1970"s, the repayments ratio would
have climbed more rapidly, but for the
lengthening of loan maturities. For
example, the average maturity on loans
by major automobile finance companies
increased from about 38 months in early
1976 to over 44 months in 1979, More
than 60 percent of the loans made by
commereial banks for new car pur-
chases in 1979 were for over 36 months,
compared to less than 20 percent in 1975,

& "Repayments” Includes the majorlty of in-
terest payments on consumer Installment credit, ns
well ag principal payments,

s designaled by the Mational Bureaw of Econemic Ressarch
[ota:  Fodeal Resarve Boarg

LS. Department of Commanm, Buray o Economic Anafysis W

Table 1 shows the changes over time
in the distribution of installment evedit
outstanding by type of extender. The
decline in the share of installment eredit
provided by finance companies reflects
the partial withdrawal of these com-
panies from the automobile credit mar-
ket; finance companies had provided
44.3 percent of the automobile credit
outstanding in January 1960, but only
23.8 percent of the amount outstanding
in January 1980. The increase in the
share provided by commercial banks
and the decline in the share provided
by retailers reflect, in part, the aggres-
siveness of commercial banks in pro-
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Loan Delinquency Rates
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b moting their credit cards, The Federal
=mReserve study cited earlier reported
|1huL the proportion of families using
| bank credit cards increased from 19 per-
~hent in 1971 to 35 percent in 1977, and
that the proportion using retail cards
increased only from 45 percent in 1971
¥ to 50 percent in 1977 The sharp in-
vacrease in the share of installment credit
ipmvidnd by ecredit unions is associated
Awith the sharp increase in their im-
.gbortance as depository institutions;
‘savings at eredit unions increased ten-
ﬁfﬂlﬂ from 1960 to 1979. The partial
~preplacement of finanee companies as
sources of automobile credit by com-
thercial banks and ecredit unions has
robably made such eredit available at
lower interest rates.

.;Cydi'ml patierns

" The third panel of chart 2, which
Jtraces the net change in eredit outstand-
ing as a percentage of disposable per-
sonal income, shows the slowing of
lcmﬂit growth that oceurred in the re-
N’ *essions that troughed in the first
*[ nirter of 1961, the fourth quarter of
H70, the first quarter of 1975, and the
SV | quarter of 1980, The net change
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in credit outstanding in any period is
the difference between the amount of
credit extended during the period and
the amount repaid. Because repayments
are n function of prier credit extensions
over a period of time, it is in eredit ex-
tensions that cyclieality is more evident,
As shown in chart 3 for the 10861, 1970,
and 1975 recessions, consumer install-
ment credit extensions are flat or declin-
ing in the several quarters before a
eyvelical trough, after which they rise
sharply. Mirroring the greater volatility
of automobile purchases than of other
purchases, evelical variations in the au-
tomobile eredit component are sharper
than those in total consumer installment.
eredit extensions. For reasons discnssed
later in this article, the deeline in credit
extensions—both total and automo-
bile—was nnusnally sharp in the 1980
TeCRASI0N,

The net change in consumer install-
ment eredit outstanding generally leads
the business eycle,” During the early
|Jllllﬁﬂ5 {!f an E‘l‘ﬂnﬂl]li{'ﬂ I"E'I:.‘-'ﬂ".-'l."'l'&’. I'F‘.'pﬂ:j.’-—
ments, which are influenced by the low
level of extensions during the recession,

6. In Business Oonditlons Digest, thla series s
clnesified ms leading at peaks, at tromghs, and at
praks and troughs combined. Bes pape 852 of the
Januney 1081 lesue,
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inerease more slowly than do extensions,
As the recovery continues, however, re-
payments begin to increase faster than
extensions, and the net change in credit
outstanding turns down before the peak
of the business cycle is reached.

In contrast, the volume of consumer
installment eredit outstanding generally
lags the business cycle.® Extensions
normally exceed repayments; so, even
when a recession begins and extensions
flatten or decline, they continue to ex-
ceed repayments, and the volume of
eredit outstanding continues to increase
aven after the business cycle peak has
passad.

Credit delinquency rates also show a
eyclical pattern (chart 4). The rate on
consumer installment loans at commer-
cial banks, for example, reached highs
in three of the four trongh quarters
cited above. { The exception was in 1980,
when the delinquency rate econtinued to
rise from the second quarter to the
third.) Superimposed on the cyclieal
pattern 15 a secular uptrend in this de-
linquency rate. Because this rate refers
only to consumer installment loans ex-
tended by commercial banks, the up-
trend may reflect nothing more than the
fact that in inereasing their share of the
consumer installment credit market,
commercial banks have accepted a
larger number of high-risk customers.

Recent developments

Table 2 shows the monthly move-
ments during 1980 in the net change in
consumer installment credit outstand-
ing, in repayments, in extensions, and in
those components of total extensions for
which data are available. Consumer in-
stallment credit ontstanding increased
1.6 billion in December, following
average monthly increases of one-half
that size in August through November,
and average monthly declines of $1.9
billion in April throngh July. Behind
the deeline was a drop in extensions,
from a high of almost $28 billion in
January to a low of just over $22 billion
in May. Automohile credit, which had
necounted for less than 29 percent of

8. Tn Rusiness Conditions Mpest, thla serles 18
classified as Ingging at peaks, at troughs, and at
peaks and troughs combined. See page 35 of the
JTnnuary 1081 lssue.
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Table 3—Developments in Conquaer Instalbmens Credit, 1930
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the mstallment eredit extended in 1979,
necounted for shout 50 parcent of the
Janvary-to-May drop in extensions.

Factors behind the Joanuary-to-Muy
drop in eredit axiensions ware the ra-
session and the asseciated drop in con-
sumer incomes and concern ever possible
future income losses; high consumer
interest mates—for example, tha rote on o
86-month commercial bank loan for the
purchase of a new putomobile was 15.79
percent in May, up from 1228 percent
in February; cost pressures on credit
extenclers, whoe were limited in their
sbility to raige interest rates by State
usury laws; and the oredit control pro-
#ran announced by the Fedaral Regerve
Board on Muareh 14 (see the “Business
Situgtion” in the March 1980 Svrver or
Cosvent Busmiess).”

Y. Theére iz eridences of \ocresslog somsumer
awnrentas of i laierest rates om comEnmer credit

Tt is difffenlt to assess the rola that
the Federal Reserva’s program played
in curteiling credit exiensions On the
one hand, automobile credit, which
plummeted, was exempt from the pro-
gram, ond from Februsry to Mey (the
montha for which data are available)
interest rates rose ns rapidly on auto
loans ns on othar consumer losns, On the
other hand, snnouncement of the pro-
grom epparently ceused some consumer:
to corteil their nse of eredit snd some
credit extenders to tighten np on the
granting of eredit—for axample, by
requiring larger monthly payments or
by raiging eligibility requirements for
crodit use.* Because of the very sharp
drop in eredit use, the Federal Baserve

(Bea INTT Compaiar Cradil Servey, chapter 2. it
In not dear, bowesvnr, whether the demand for con-
ot <rtdtk I bacomiog more esosidve to chonges

[ 1 inﬁm

E- Far nwwtlm of the respousss of Teroun
ot wxtenders to the progrom, ses H.H. Houss of
HRopinicatatives, Commiiies oo Pooking, Fioance

announced a relexation of the credit
controlz on Mey 22, and their elimina-
tion on July 3. :

Several State legislotures have re-,
cently liberalized their wsury Yaws. For
sxample, in Iste November, New Tork
renoved its givil venry ceiling from con-
samor  loans. These libaralizations
would support the uptarn in consumer
oredit that seemed underway by Decem-y
ber. Facilitating such an npturn iz the
reduced burden of consumer credit; as’
noted earlier, consumer inséallment
credit pepayments were equal to only
16,3 percent of disposable personal in-
come in the fourth quarter of 1980, the
lowest level in 4 yonrs, The strength of
any updurn will depend, of cturse, on
auto sales; extensions of automobils
credit ware down in November-Decem
bar from the previcus & months,

wod Trbun Afibes, Gradit Contride: dn Boalinllve,
O.B. Guviroment Poiatiag OB, 1980, 4




